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Summary 

The United States is the largest foreign direct investor in the world and also the largest recipient 
of foreign direct investment. This dual role means that globalization, or the spread of economic 
activity by firms across national borders, has become a prominent feature of the U.S. economy 
and that through direct investment the U.S. economy has become highly enmeshed with the 
broader global economy. This also means that the United States has important economic, 
political, and social interests at stake in the development of international policies regarding direct 
investment. With some exceptions for national security, the United States has established 
domestic policies that treat foreign investors no less favorably than U.S. firms. 

The terrorist attacks on the United States on September 11, 2001, spurred some Members of 
Congress and others to call for a reexamination of elements of the traditionally open environment 
in the United States for foreign investment. In particular, some Members argue that greater 
consideration must be given to the long-term impact of foreign direct investment on the structure 
and the industrial capacity of the economy and on the ability of the economy to meet the needs of 
U.S. defense and security interests. In addition, policymakers from a broad group of nations are 
evaluating their national policies concerning foreign investment within the context of their 
national security concerns. As a result of these initiatives, Members of Congress may be pressed 
to address U.S. policies that focus on the role of foreign direct investment more extensively 
within a broader national security framework. 

This report assesses recent international developments as the leaders from a number of nations 
work to reach a consensus on an informal set of best practices regarding national restrictions on 
foreign investment for national security purposes. This report also provides one possible approach 
for assessing the costs and benefits involved in using national policies to direct or to restrict 
foreign direct investment for national security reasons. Within the United States, there is no 
consensus yet among Members of Congress or between the Congress and the Administration over 
a working set of parameters that establishes a functional definition of the national economic 
security implications of foreign direct investment. In part, this issue reflects differing assessments 
of the economic impact of foreign investment on the U.S. economy and differing political and 
philosophical convictions among Members and between the Congress and the Administration. 

This report will be updated as events warrant. 
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Overview 

For more than half a century, the United States has led international efforts to reduce restrictions 
on foreign investment. In part, these efforts are related to a general commitment to open markets 
and to the free flow of international capital as an important component in economic development. 
At the same time, the United States is the largest foreign direct investor in the world and also the 
largest recipient of foreign direct investment. By year-end 2007, foreign direct investment in the 
United States had reached $2.1 trillion and U.S. direct investment abroad had reached $2.8 
trillion. This dual role means that globalization, or the spread of economic activity by firms 
across national borders, has become a prominent feature of the U.S. economy and that through 
direct investment the U.S. economy has become highly enmeshed with the broader global 
economy. 

The globalization of the economy also means that the United States has important economic, 
political, and social interests at stake in the development of international policies regarding direct 
investment. With some exceptions for national security, 1 the United States has established 
domestic policies that treat foreign investors no less favorably than U.S. firms. In addition, the 
United States has led efforts over the past 50 years to negotiate internationally for reduced 
restrictions on foreign direct investment, for greater controls over incentives offered to foreign 
investors, and for equal treatment under law of foreign and domestic investors. 

In light of the terrorist attacks on the United States on September 11, 2001, however, some 
Members of Congress are reexamining some elements of this open-door policy and are arguing 
for greater consideration of the long-term impact of foreign direct investment, especially where 
that investment takes the form of an acquisition, a merger, or a take-over of an existing U.S. 
company. In particular, these concerns have centered around the impact of such investments on 
the structure and the industrial capacity of the economy, and on the ability of the economy to 
meet the needs of U.S. defense and security interests, including a terrorist attack. As a result of 
these concerns, in 2007 Congress changed the way foreign direct investments are reviewed 
through P.L. 110-49, the Foreign Investment and National Security Act of 2007. 2 Through P.L. 
110-49, Congress strengthened its role in reviewing foreign investments by enhancing its 
oversight capabilities. There is no precise way, however, to estimate the exact dollar amount for 
the economic costs and benefits of national policies that attempt to direct or restrict foreign direct 
investment for national security concerns. Also, there is no way to determine if foreign 
investment policies are implemented to enhance national security or to engage in a form of 
economic protectionism. In some cases, other policy tools may well be preferred to intervening in 
the foreign investment process. 



1 CRS Report RL33103, Foreign Investment in the United States: Major Federal Statutory Restrictions, by Michael V. 
Seitzinger. 

' P.L. 110-49 originated in the first session of the 110 th Congress as S. 1610, the Foreign Investment and National 
Security Act of 2007, introduced by Senator Dodd on June 13, 2007. On June 29, 2007, the Senate adopted S. 1610 in 
lieu of a competing House version, H.R. 556 by unanimous consent. On July 11, 2007, the House accepted the Senate’s 
version of H.R. 556 by a vote of 370-45 and sent the measure to the President, who signed it on July 26, 2007. On 
January 23, 2008, President Bush issued Executive Order 13456 implementing the law. 
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Foreign Direct Investment in the United States 

Foreigners invested $180 billion in U.S. businesses and real estate in 2006 and invested $237 
billion in 2007, according to data published by the Department of Commerce, 3 as Figure 1 
shows. The rise in the value of foreign direct investment includes an upward valuation adjustment 
of existing investments. According to the Department of Commerce, investment spending through 
2007 increased as a result of the relatively stronger growth rate of the U.S. economy, the world- 
wide resurgence in cross-border merger and acquisition activity, and investment in the U.S. 
manufacturing, information and depository institutions as overseas banks and finance and 
insurance companies sought access to the profitable U.S. financial market. 4 

New spending by U.S. firms on businesses and real estate abroad, or U.S. direct investment 
abroad, 5 rose sharply in 2006 to $235 billion up from the $8 billion net in 2005. New investments 
in 2007 reached $333 billion, according to balance of payments data published by the Department 
of Commerce. 6 The drop in U.S. direct investment abroad in 2005 reflects actions by U.S. parent 
firms to reduce the amount of reinvested earnings going to their foreign affiliates for distribution 
to the U.S. parent firms in order to take advantage of one-time tax provisions in the American 
Jobs Creation Act of 2004 (P.L. 108-357). 



3 Hoang, Mai-Chi, and Erin M. Whitaker, U.S. International Transactions: Second Quarter of 2008. Survey of Current 
Business, October 2008, p. 74. Direct investment data reported in the balance of payments differ from capital flow data 
reported elsewhere, because the balance of payments data have not been adjusted for current cost adjustments to 
earnings. 

4 Ku-Graf, Y. Louise, Foreign Direct Investment in the United States: New Investment in 2007, Survey of Current 
Business, June 2008, p. 33-40. 

5 The United States defines direct investment abroad as the ownership or control, directly or indirectly, by one person 
(individual, branch, partnership, association, government, etc.) of 10% or more of the voting securities of an 
incorporated business enterprise or an equivalent interest in an unincorporated business enterprise. 15 CFR § 806.15 
(a)(1). 

6 Hoang, Mai-Chi, U.S. International Transactions: Second Quarter of 2008, p. 74. 
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